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Guidelfnes f o r  t he  Swvey of 
C + d l  Agencies A2rocedmes a& 3rzc;ices i n  TTeqotiztinq 
X m c c q e t i t i v e  Conzrects Over S103,033 m a  t o  Z x h e  

t he  Rezson=Seness of ;?e 3 i c e s  Zegotizked 
Code 9'50346 

! 0XlZCTF.E 

The o3jectit.e of' this survey is to deter&=, for those coctrac t s  

selected, whether suf f ic ien t  bsses ex is t s  t o  vzsrant ;3ez=?or3iug a detz i led  

review o f t h e  rczsona5leness of the 'price negotlsted. 

w z n t  t o  evaluzte proeedmzl grobleas at t9e 2rocurerzent oflice when we 

In afidition, we also 
cclcced&d 

foz e m t i o n  bg ezcfi regica; znd (3) locatioa of 'contractor to pernit  

perticigztion by tbe regipns. .%e to ta l  vzlt~s of the contracts .to be 
.. - .  ....... 

eractors to sfnxit,.s;lbjectto certain exen?tions, cost or pricing dzta (as 
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dezhed. &I F B  1-3.&7-3(h) ie s q p o r t  oi' pro2osed p i c e s  for noncoqetit ive 

c o n t ~ c t s  exTected, t o  exceed $ l W , O O 3  and a t  the coq le t ion  of negotiztions, 

e& (2) t-kt contrzctors and subcontrractors certif 'y thzt t h e  cost or Pricing 

dzta provided is accuate ,  current, znd coqle te .  XeZer .  t o  the F B  1-3.807-3 

for sgecific reqtlireneats for cost or pricitlg datz. Zie Law also'crovides 

. for contract price reduction vhen the negotiated contract price t o  the Govern- 

. '  

mat increzsed by any significznt s~ beczuse the contractor furnished . 

cost o r  pricing dz+a wkic.5 m s  not c o q l e t e ,  accurzte, e3d current as certi-  

z3ed in the contractor's ce r t i f i c s t e  of curreat cost or Fricing dz'ia 

. - (FZ3 1-3.8144-1 Price Reiluction for Defective Cost cr Eric- Dzta), We w a i t  - c 

t o  ez@zsize, however, t h t  rather thzn merely identifying 2nd reaorthg 

sotent ie l  defective pricing, we w i l l  evzluzte the agencies ' contrzcting 

protedues is order t o  i d e n t i 3  any mznzzenent wea:cnesses vllich are 2pt to 

resdlt in  other i i s tv lces  of o v e q r i c b g  mless  they Ere corrected. 

- .  . -  . ' 
--.- - - . .  -. .- - - .  

... . . . . .  . .  

% F'Ei 1-3.807-2jc) provises thzt so== f a n  of cost vzlysis (finzncizl  

eudi2 a d  teobiczl e - ~ ~ k a t i o n )  of t h e  contractor's progossl be gerfomed 

waeaever. cost or pI'ic5.q date .=re required (7er F B  1-3.807-3) t o  be sub- 

-3littea. Z'_'inzncizl = d i t s  znd techniczl evalcations are revievs 02 a 

- -  # 
- 

q p l i e d  in pojestiag zfrorn the dzta t o  tf;e estb&ed costs. 

gd-;Zce t o  Kie contrzctbg o 3 i z e r  aboct Ynns degree ts w5ich zrososed costs 

They provide 

me re9resentztive OP fume gerfomnce ,  assui=ing reasonzble econony znd 

reasonzble p i c e  (FB 1-3.801-2). Zie degree t3 which adeq.Late cost eaalyses -.. 
I 
\ 

. a d  t & h i c a l  evaluztioas =e aerfomed and t'ne excent to vhich suc5 essess- 
- Eertts ere re l ied  ~3011 in negotiations by the  contractixg off icer ,  s i g n i f i c a t l g  

inflzence the contract price. 
i . 

* 
1. 

i_ ____^ .__ ._  _____.__. ?.. _ _ _ _ .  . . - .  . . '  
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tfie reviev of 28 Departnznt of Defense (309) prime znd 'subcontracts, . .  
r&iCi reslfited -?=on pevious surveys, we fomd that the Eegotiated griees 

of prime znd su5contracts were $22 million higher t3zn kZicz-ted by zvailzble 

cost or pricing k t a :  !?he prim codzac t  overpricing occurre6 pri-ily 

becacse (1) contrzct iw oZTicers did not o3tzin adequate cost or pricing datz 

axow ifi%5 pr*e contractors 

. *  

prososal sdmissions, (2) .&equate cost znd 

techniczl evzluztions of the pro2osal were m t  perforzed znci/or (3) negotis- 

tions k i t h  tfie con-tractor were ine,Yective. Subcontracts zpceeed t o  have 

a pro>ensity fo r  over' and/or defective pric- p r i w i l y  becmse (I) subcoa- 

trzc"tors were not amze of the dzte tkzt t h e  prime contractor  signed tbe - - 
c 

Certifica-Le" uld did r,ot q d a t e  .the subcontrect prsposzl thrw~gh t'nzt dzte n 

. (FW 1-3.807.3(d)(2)), (2) or" cleined ignorznce by the subcontrzctor of t5e 

. requireaezts 01' 1-3.807.3 znd (3) t'ne p r i m  contractor fiiled in his  

reqonsibility to q d z t e  the zroscective su'ccontractor's dsta t o  the 

"Certificzte" dzte f x m  -&e tja= of the originzl submissim by the scbco2- 

trzctor.  

prososds for zdditioaal >rogrm?aed survey e-efort vhere qpropr ia te ,  

Regioazl Offices. me re@red to iCentis"y indit-iduzl subcontractor 
--- 

. LOCATIO3 OF TTO?X - - .  
I 

Tne survey igork will y5nUriPy be zerfomed zt the contractors' gl2nts. . 

Prior to s"2zrting vork zt, %Ice coztrzctors ' locztions, the RegiGnal Office 

.. . 
DD Fora 633) , - *  -. 

t 

\ .  
-%ZX cost or >rice  znal5-sis reports ( in t e rm1  or external), 

* 

3 

k . .  
. c  

c . .  
t. 
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.- -tk c o q l e t e  coatrrzct . 
In i n s t u c e s  where the _o,-ime coa t r ac tmis - locz ted  in a difyereat 

, .geogrqfiic area than t iat  02 t i e  co2tracti3g ofzice, XXO/G? w i l l  a.t$eqt 

';a obtain the zbove mentioned dz"& ikon t'ne cootract office 2116 t5en 

forwzrd 

s ' o t  of the survey. 

daA& t o  the resgective G40 region 21 order to facilitate the 
- -  . 

. __-_. ..... .--- 

If circunstwzces indicate t h a t  addit2o;lzl m.rk m - s t  be Derforned 

outside of your respecti-fe MCI regioa, Dlezse contzct ?SQ/GI) f o r  coordina- 

tion. 
0) 

Key isldicators i n  achievingthe stzte5 objectives ase 2s ?allows: 

. A. 

3, 

C. 

I), 

Dzdequzte suzport f o r  estiiaz-les in  the y i c e  pro2oszl. 

Dzzdec_uzte Govement cos t  a d  t e c h i c z l  evz'luzticns or' cost 

or pricing &*a subaissions or inezlfective lise of the 

and evzluations b negotiztioas. 

m&te qrice proioszls no3 obkined or evduzted where vmznted.  

s iSifica% cost  underruns in t'ne perfomnee of contract e f for t ,  

. 

a 
4 



. .  ..... -- - __ .- .--- - . .  _____.. . . .  . . .  . . .  
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contractors wbo-aze aorc kniliar with %he DD lor-a 633). I W A ,  being 

az indegendent agency c o d %  m&r the Del'ense Production Act of 1950 
..- . . 

mlenents I%%% 3rocureiaent RegOtions w5ich prescr3es the use of t3e / 
''627 .r 

DD ?orin 633 (X4S4 FFi 16.202). C$?> . . --. - 

ta su31nit u-d identi3dr incurred o r  e s t h k e d  costs and contzio de';ziled 

instructions to offerors concerning the use of these forms. 

Use of these forns provide 2 miform hzsis 
. . .  

2. 

noted as to t&e'.her cost or pricing &*a wzs scboitted or identified 

For the foUoT&g cost  elezents, tk azpo2rizte colzm? should be 

whetker it w2s coGlete or incoqlete. Tse zxsxers. sho?lld: cozsiCer 

a~ dztz scbdt ted to the colltrzct- off icer  or his  regresentztzves c;. 
mther thzn just the initial sub;nissiorr, ?Xiere mre t b n  one price 

0 I A  A ) 
c 

progoszl was s ihdtted ,  ei-aluzte only t l e  mst recent z)ro3oszL thzt wzs 

ansisered ir, the negotiztion of tbe contrzct price. . - .. 

.. f a 
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c o s t  
El ement 

Purchesecl Parts 

Subcontracted I tm5 

Raw Material 

.. . .... - 

Final 
Negoti eted 
Amount 

$ --- 
I '  --- 

Standard Comerci a1 I tens 
Kateri a1 Overhead . 
In t e rd iv i s iona l  Transfers  

Di rect Engi neeri ng Labor 

-Engineering Overhead 

Direct  Msnufacturi ng tab& --- .-- -I --- --- 

-- 
-e 

. Total .  Proposed Costs 

Percent 

Lump s m  reduct ion  ( i f  any)3 

Negotiated p r i  CP $- ~ 

;. Profit 

_.. .. 
-. 

I 

- 2  

For those item where incomplete o r  no da ta  was submitted, 
mot the a u d i t  r e p o r t s  o r  technical --eval uat ion reports ind i  
coql  ete data was not. submi t t e d  - w i t h .  t h e  ,proposa 1 , i t was 
t h e  auditors o r  techni c i l  - evz.7 uators. ...: .;-;,; ;.:.. 

Percent i n  r e l a t i o n  to t o t a l  ~ropusad  cost .  
,-\:,::.: -7: 

-..- . . .  .. . . . .-. - _I,. i :..-. . . . .. . - -  . . -:.--.. : . 

determi ne whether o r 
c a t e  tha t ,  a ' l thougb 
i n  fact  furnished . .  to;. 

. 
3 If sum reduction was i d e n t i f i e d  t o  c o s t  element, apply t o  each element. 
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. me "Instructions t o  Of3?zors" 03 t3e r e s  s ide  of the Contrzct 
. .  

R i c a  3ropSz l  F o m  describes t o  the coatrector the type of data 

iequired. AS a Sqslen=nt, %>e I.SIZLL for Contract Fricing ,(ASFM 

Ea. l), Cm?ter Z ( f 5  Segt 15) contains 2 nuiber of detziled e x z q l e s  of 

. 

I 

w h t i  constitutes z coqle5e szabdssion or  w*t represents enough dzk.  

It 5s eiqhzsizad thzt zn. zuzit o r  internzl %ice Analysis does not 

negate the res2onsi3ility for requiring subzissfon of dak.  (See cxcergts  

ikoa B-168450, 8/5/74 below) 

It sfiould be recognized tht a contrzetor's groposzl yay be considered 
--.-_ . . .  

,to be c o q l e t e  i f  the bases for t 5 e  estbates of cll cost elcnezts are 
.- . . .  .-  .. 

described scEorting da"& 2s sdmicYted or identified. The Oat2 sub- 

a t t e a  my, hmever, Uter be fom5 t o  be inacmrzte ,  incoqlete ' ,  o r  
......... . . . . . . . . . . . . . . . . . . . . .  -. 

nimcurrent. 

. A,lYnou& tce contractor's gropsal is considered t o  %e koqle te ,  the 

datz s&dtted.  by t i e  catractor  zeed not zlxzys be fzctuzl or. verifizble.  

The.corztrector nay sk te  thzt the es t izz te  is bzsed on judseent and 

rqrzsent thrt m o"u5er Dertinent h f o m t i o n  is ;vzilable, 

Jh evaZu=ting s q g o r t  for  subcontrzct costs, refer t o  F% 3-807.3(d) 

tkoug3 (e), 

-estinztes be su25orted by a Subcontr8ctar's ?rice EroysaL uxi su22orting 

dztz. In zp$iczjle ceses, c o q l i a c e  wit'? these reTALrenents shoulcl 5e 

ThZs section requires, in certzln instvlces ihzt subcoztract 
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$ 5 . 8  m i l l i o n  c o n t r a c t  for c a r t r i d g e  cases  t h a t  included 
mate r i a l  c o s t s  o f  $ 1 . 4  rnilli-on. About $ 1 . 2  m i l l i o n  o f  t h i s  
amount was not supported by adequate c o s t  o r  p r i c i n g  d a t a .  
For one type of  m a t e r i a 1 , s t e e l  p l a t e  
f i e d  .-. the basis for unit c o s t  bu t  d i d  n o t  identify th-e b a s i s  
f o r  the  q u a n t i t y  Tequired. * O t h e r  ma te r i a l  c o s t s  were i d e n t i -  
f ied a s  based 'on s t a n d a r d  .costs, b u t  no da ta  %as presented  o r  
i d e n t i f i e d  to show how t he  s tandard  c o s t s  were established 'QT 
t he  basis .  for adjustment f a c t o r s  app l i ed  to t h e  s t anda rd  c o s t s  
t o  arrive a t  proposed c o s t s .  

The Army's San Francisco Procurenent Agency awarded a 

the  c o n t r a c t o r  i d e n t i -  . . .  _-- ' --- _.__ -_ -.- - _ _  - 
. . . . . . . . . .  - - -- -_ . . . . . . .  

. . . .  

-. ~ 

. . . .  . _ _ .  

In its l e t t e r  of May 2 4 ,  1974, (see app. 1111, .DOD 
c o k e n t e d  o n - t h k s  cxarriple. 

..... 

DOD s a i d  t h a t  i t s  review i n d i c a t e d  t h a t  t he  da t a  ava i l -  
able was s u f f i c i e n t  and i n  accord w i t h  p o l i c y  require- 
ments. S p e c i f i c a l l y ,  DOD s t a t e d  t h a t  the c o n t r a c t o r  
d i sc losed  the  s t e e l  p l a t e  t o  be used, i t s  p r i c e  per 
pound, t h e  pounds r equ i r ed ,  and i d e n t i f i e d  t h e  p r i c e  i n -  
c r eases  o f  s t e e l  s ince  axard of a predecessor  c o n t r a c t .  
DOD a l s o  s t a t e d  that t he  agency a u d i t o r  took no exception 

- t o  m a t e r i a l ,  no t ing  t h a t  the s t e e l  p r i c e  w2s based on a 
catalog p r i c e  e f f e c t i v e  on the  same d a t e  i d e n t i f i e d  by 
the con t rac to r  as the  most r e c e n t  s t e e l  p r i c e . i n c r e a s e .  

We agree with DOD.that t h e  above information was made 
available- t o  t he  co 'ntract ing o f f i c e r ,  
basis of  the price of s t e e l  p l a t e ,  t h i s  information does not 
fulfill specific requi rements ' for  c o s t  or p r i c i n g  d a t a  estzb- 
l i s h e d  by ASPR and the  ASP3 Manual for Contract  P r i c i n g .  

However, except  €3~' the  

. 

. .The m a t e r i a l  cost proposed by the  con t r ac to r  apparently 
cons i s t ed  of severa l  t y p e s  of  m a t e r i a l s .  3 a s i c  m a t e r i a l  c o s t s  
were adjus ted  f o r  spo i lage  ar.d mate r i a l  va r i ances ,  The con- 
tractor i d e n t i f i e 6  the  quantity and price of the  s t e e l  p l a t e ,  
but d i d  n o t ' d i s c l o s e  Zhe source of this in formzt ion  o r  data  to' 
support o the r  n a t e r i a l  q u a n t i t i e s ,  p r i c e s ,  and v a r i a n c e s .  The 
auditor, t e c h n i c a l  a n a l y s t ,  and p r i c e  a n a l y s t  fu rn i shed  the 
c o n t r a c t i n g  o f f i c e r  a d d i t i o n a l  support ing information but d i d  

'no t  adequately i d e n t i f y  how- the  c o n t r a c t o r  determined t h e  types 
and q u a n t i t i e s  of  a13 m a t e r i a l s  proposed, t h e  method of p r i c i n g  
a l l  of  the m a t e r i a l s ,  o r  t he  b a s i s  for es t ima t ing  s p o i l a g e  
and variance f a c t o r s .  L .  

. . . . . .  .. . . . . . .  . .  
. .  
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Some o f  the da ta  furnished by these officials were 

contradictory.  For example, as DOD s t a t e s ,  the  audi tor  noted 
t h a t  the proposed steel pr i ces  were based on catalog prices. 
The p r i c e  ana lys t ,  however, stated t h a t  mater ia l  costs were 
principal ly  based on historical data and new quotat jons.  As 
a r e s u i t ,  there  was no c l e a r  i d e n t i f i c a t i o n  of the c o s t  o r  
pricing data  submitted and c e r t i f i e d  by the cont rac tor  i n  
support o f  the proposed price, 

Subcontracts 

The Air Force Electronic  Systems Division awarded a 
contract which included a concompetitive subcontract estimate 
05 about $515 ,000 .  
estimate with a fi.rrn quote furnished by a prospective sub- 

The prime contractor  supported -this c o s t  

cont rac tor .  
and s u b n i t  to thk T o n t i a c t i n g  .of f icer ,  though requi red ,  sub- 

ThB prime cont rac tor ,  however,. d id  not obtain --- -- -- . - - . 
.... .- .-. cont rac tor  c o s t  o r  p r i c ing  da ta  to support i he  quote. DCAA'.s 
c--- 

aud'it ' report  on t h i s  proposal did 
had been furnished t o  the audi tor  
tor's quote, 

Labor - 
The Kava1 Electronic  Syste.ms 

not  show what d a t a ,  i f  any, 
to support the subcontrac- 

Command awarded a $1.1 m i l . -  
lion cont rac t  €or  e l e c t r i c a l  equipment s h e l t e r s  t h a t  included 
about $146,000 €or manufacturing labor c o s t s :  
contract'oi stared that the la3cr hours were basad an p r i o r  
exgerience, the experience data used t o  develop t h e  est imate  
was not  i den t i f i ed .  The contractor stated t h a t  a com?osite 
labor r a t e  w2s used but did not reveal how the  rate  was _-.-_ - 
developed. 

Overhead 

Although the 

-I 

The Army Corps of Engineers, Huntsville Division, awarded 
a cont rac t  f o r  a shock test program. 
included overhead c o s t s  of $ 2 6 0 , 0 0 0 .  

th ree  overhead r a t e s  t o  c e r t a i n  d i r e c t  labor c o s t s ,  the 

The cont rac t  p r i c e  
Although the contractor's 

_- submission disclosed tha t  t h i s  amount was compute6 by applying 



..* . . -  

contractor & i d  no t  submit data showing t h e  basis f o r  t h e  
rates. a .  

General and administrative 

* .  

- --. 

The Defense Construction Supply Center, DS.4, awarded 
a $4.4 million contract for fire extinguishing foam which 
included -$205 ,000  for general and zdministrative c o s t s ,  
The p roposa l  s t a t e d  that general an& administrative- costs 
were bzsed on projected c o s t s  for a par i i cu la r  year. The 
proposal, however, d i d  n o t  contain i k t a  showing how t h e  

elements in the general  and administrative ppol OT the base 
for a f loca t ion .  

Other c o s t s  

.- - proposed amount was computed, such as t h e  various c o s t  

- -.._ 

. . . . . . . . .  .-..e - 
The Nzval Ortrnznce Systems Connand awarded a $9.8 mil- 

l i o n  c o n t r a c t  for gun mounts. This amount included o t h e r .  
c o s t s  of about $ S Z ? , O O O ,  represented 8 s  being 6 percent  of 
t o t a l  production costs. .Although the contractor explained 
that t h e  rate w 2 s  based on 2 mathematical p r o j e c t i o n  of 
historical relationships between other c o s t s -  and pioduction . 

costs under a specif ic  contract, data in the records at the 
procurement o f f i c e  was nct adequate to permit a rezsonable 
understanding OT reconstruction of the mathematical'proljec- 
tion. 

-- . 

- - .  . - 
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1.. Evaluate the zdequzcy of the grezmrd audits o r  the contractor's 

price p r o g ~ s z l  ia terms of scoge 2nd depth of coverGe, FFQ 3.801-3 

end 3.809 contzin gui-ce on the r e s ~ o n s i 5 i l i t i e s  of the caatract 

audLtor and other field,;riciag . .  sup2crt personnel then revfevhg 

contract ?=icing pro?osals, 

2nd review s q 3 o r t i n g  vo=kThg pasers.' Tae zpouslt o f  .zu5ik elffort 

-Teased by the  z&tt te,, degree df cov2rqe, a 2  & ~ y  q u t i f i c a -  

-__ -_^ _ -  --- - -- 

-1. 

. _ - -  ~ _ .  - -  
Obtzin c q 6 e s  or" the Ztld2-L reports - ___ .. _.__.- . - .  - . . 

~ ~ n ~ t a . 1  a d i t  resor ts  >:ere issued, each andit sho-Ud be evaluzted. 

2. 

3- 

5 

eqence rates. 

Note the tw of the prezzad auCi-L in rk i z t ion  to contract 

%. 

. . . . . . . .  __.,_ ~ .... .* 
... 1) 

. , 

.. _. . . *~ 

. . . . .  

, .  r . ~ .  
.......... 
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e l so ,  Evduzte the contractiag oTfic=r's record of nego tk t ion  

(E3 1-3.8U) to deter&= the exteat t o  w??Zch su3coctrect zudit 

4. 

5. 

6. 

repor% xere used or re l ied q o n  dwing  srine contract negotiations. 

Determine if postzpEa (defective _oricing) 2udi.t or  cne price pro- 

posill, per F Z  1-3.807-s(c) &s been perfozsd cr sche!il;led. 

eccmulzted. 

cost elenen%, perfome? by tine axditors i n  their defectii-e gricing 

In the s u a ~ ~ r y  briefly l i s t  the z-cdit step, by 
* 

reviei-i znd s t a t e  the rider or" zuiiit hours exTended. Also include 

B brier' surzzezy of their  ,%dt%s and o i a  coments 09 t'ile gost 

Detemine i f  z review of t 5e  conkrzctors' es-lhzting systen, per 

t5e sco?e of tl2eir Z r e z w d  2adit. 

staadz--ds Eesised to ackleve' u5ifoSAty zn2 consistency in cost 

t i on  E3 1-3.1203 reqzLres DeTense as vel1 2s noo-gefezse coztzactors 

end s ~ c o n t r z c t m s ,  as e con2itiCn of contrz=ti .q,  t o  disclose in 

%Titirig (OSS Disclosure Statezrent) , t h e i r  cost z c c o u ? t i q  p a c t i c e s  



or (2) -foU.ox cozlsistently 55s disclosed cost zccout ing przctices 

As .I)& 05 this  srrrvey we shozld &&ermine rhether or not the 

8. Assure t h t  all significrnt elezen%a of oro2osed costs xere 

reviezed a d  evzluzted by cudit or contrzct ,dministrztion; 81~0, 

-3ote.the ccrrenc? of the data used in the  evaluakion grocess i n  

. In r e k t i o n  t o  tkie t k&ng  of the revie:?. 
. .  
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CHAPTE2 2 

. fKPROVEMEKTS E?EEDED IN H A K I N G  EVALUATIONS 

- We examined 40 technical evaluations involving proposed I . _ .  
d i r e c t  cos.ts of $ 5 9 . 7  mi l l ion .  Evaluations of $ 3 5 . 6  m i l l i o n . ,  . .  . 

con t ra s t ,  evaluations of $23.9. n i l l i o n ,  or 40 percent, of 
the total were inadequate ,  even though some rev iew work had :: :. .. . .._ .. .:. . 

contracting o f f i c e r s  had sufficient informGtion to 'nego&% 
fair and reasonable prices .  

: 
r:_ .or 60 percent, of ' t h i s  total were adequately reviewed.  In . 

been done. There is no ass'urance in- these l a t t e r  cases!- . th'  . - .  

:.'I:- . .  
: - .  .'.. 

. 

. _ i  _ .  . . . .. . . . 
.:, ._ 

>: .  . . _. a. I I:. . . ._  .... - -...,; i. 
_ . . _ , - i .  . _  .; . ' . - . .- _. . . . .  

. *  .- ~ ._. , - . .  . .  
. . I  Below is a summary of t h e - r e s u l t s  of our review. 

. .  
. .  Proposed- Direct- Costs Examined ..- - Mariufac- Encri- - 

Resu l t s  of tur ing neer ing Total 
review Material labor labor Other  C o s t s '  Percent 

- - - ( m i l l  ions - 
Adequate $25.9 $ 5.1 $2.8 $2.0 $35.8 60 

23.9 40 lnadequatc - .8 - 5.2 - 6.1 - 11.8 - 
$2.8 $ 5 9 . 7  - - $8,0 - $11.2 - $37.7 - - Total 

Evaluations were considered inadequate when (I) required 
reviews of cost or p r i c i n g  data were not made and evaluators 
used less appropriate Evalua t ion  techniques, (2) portions of 
cost or p r i c i n g  d a t a  were not reviewed, and ( 3 )  i n s u f f i c i e n t  
analyses were made. 

USE OF INAPPROPRIATE TECENTQDES . .  
.-. -. . 

: . :: : F-. i 

DUD regulations provide -that cost . ana lys i s  be &e, when 

cost--analysls as t h e  -review and evaluation of -:suchs..da*tas ' -  In 

. :the -estimates by (1) comparing them .with est imates  submitted 

. 

, :. - I .  c$st or p r i c i n g  data is required to be submitted..: They.define . . 
: ._ 
-._ . . . .. . .. __..(. . -..,;lSc-cases, - evaludtors d i d  not -review cost or pr.icing d a t a  sup- 

_ . _  . '.-: 4 : po.?ting a l l  or some .cost estimates, Inst.ead t h e y  eva luated  . :. . .  
. .  

. .  . . .  
.i . . -  - . . _  

for pr io r  -procurements or ' indt22ndent Governlrtint cost: est'i- -'---.: 

ar i ty  with the tasks to be performed', contractor's- opecati .ons, '  
or .product 'or service to be provided; .Al though these tech-  ..'- 
niques are acceptable.'as .-a supplement to kost  ana lys i s ,  they . . 
.should not be used  as a substitute -for . .  .DOD's required  -review 

. mates or ( 2 )  using -personal ,judgment based .on claimed famili- - '  . <. 
- - . .  . . _ .  

. -  -1. , ?\ 

\ . -.- 
. -  of cost  or pricing data. 
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for example, 
t h e  c a p a b i l i t y  of 
d i a g n o s t i c  systeirt 
t o  i n c l u d e  a n o t h e r  

a c o n t r a c t o r  s u b m i t t e d  a proposal t o  expand 
a m u l t i p u r g o s e  a u t o n a t i c  i n s g e c t i o n  and . 
f o r  autornot ive e n g i n e s  and t r a n s m i s s i o n s  
type of eng ine .  The c o n t r a c t o r  quoted a 

pr ice  b u t  d i d  n o t  submi t .  any c o s t .  or  p r i c i n g  d a t a .  The eva l -  
u a t o r  t h e n  developed  an independent  estimate w i t h o u t  b e n e f i t  
of t h e  c o n t r e c t o r ' s  d a t a .  S u b s s q u e n t l y ,  t h e  c o n t r a c t o r  sub- 
m i t t e d  a d e t a i l e d  p r i c e  p r o p o s a l . - t o t a l i n g  $221,073 s u p p o r t e d  
by c o s t  and p r i c i n g  data.  The e v a l u a t o r ' s  r ev iew of t h e  de- 
t a i l e d  proposal involved  only comparing t h e  c o n t r a c t o r , ' s  
price w i t h  . h i s  own est imate ,  wh.ich was s i m i l a r ,  and did n o t  , 

i n c l u d e  a r ev iew of t h e  c o s t  a-nd p r i c i n g  data.  . .  , 
. .  . .  

However, our examina t ion  of t h e  c o n t r a c t o r  s propqsal 
. showed t h a t  the proposed  d i r e c t  e n g i n e e r i n g  labor hours were 

about, 15 p e r c e n t  higher t h a n  t h o s e  i n c l u d e d  i n  t h e  Governnent  
estimate. The e v a l u a t o r ,  i n  h i s  report, d i d  n o t  men t ion  t h e  
d i f f e r e n c e  i n  d i r r ec t  l a b o r  h o u r s  b u t  s t a t e d  only t h a t  t h e  pro- 
posed p r i c e  coinpared favorably  w i t h  t h e  Government e s t i m a t e . .  

PORTIONS OF COST OR 
PRICSNG DATA ,NOT RZVIEXU'EI) 

. .  
' :  . . .  

DOD r e g u l a t i o n s  s t a t e  t h a t  t h e  c o n t r a c t i n g  officer w i l l  
i n i t i a t e  r e q u e s t s  fo r  pricing a s s i s t a n c e  and w i l l  c l e a r l y .  
s t i p u l a t e  s p e c i f i c  a r e a s  of t h e  proposal f o r  xhich a s s i s t a n c e  
is r e q u i r e d .  I f  c o s t  a n a l y s i s  is r e q u e s t e e ,  DOD r e g u l a t i o n s  
state t h a t  it w i l l  be 2 r ev iew and e v a l u a t i o n  of t h e  c o n t r a c -  
tor 's  c o s t  or p r i c i n g  data and of t h e  judgmenta l  factors  ap- 
p l i e d  i n  p r o j e c t i n g  from t h e  d a t a  to t h e  e s t i m a t e d  costs. 

The Defense  Supply Agency and a n  A i r  Force  h e a d q u a r t e r s  
command have p u b l i s h e d  s r o c e d u r e s  for a s s i g n i n g  r e s p o n s i b i l -  
i t y  for d e t e r m i n i n g  t h e  need for t e c h n i c a l  r ev iew and the 
specific p r o p o s a l  a r e a s  t o  be cove red  by such a rev iew.  
Purchas ing  and p r o j e c t  o f f i c e s  and Navy a c t i v i t i e s  i n c l u d e d  
i n  our. r ev iew had no s u c h  procedures issued by a h e a d q u a r t e r s  
connand al though some l o c a l  a c t i v i t i e s  had deve loped  sQme 
pr oced  u r  e s . 
the A i r  Force  state t h a t  pr ice  a n a l y s t s  or a d m i n i s t r a t i v e  
c o n t r a c t i n g  o f f i c e r s  a r e  -responsible f o r  d s t e r n i n i n g  t h e  need 
for t echn ica l  review and areas  t o  be reviewed.  The t e c h n i c a l  
e v a l u a t o r ' s  rev iew,  t h e r e f o r e ,  should be r e s p o n s i v e  t o  t h e  
r e q u e s t o r ' s  i n s t r u c t i o n s .  The procedures a l so  s t a t e  t h a t  the 
a d m i n i s t r a t i v e  c o n t r a c t i n g  o f f i c e r  or p r i c e  a n a l y s t  is t h e  
focal  point f o r  c o o r d i n a t i n g  all p r i c i n g  a s s i s t ance  work, 
$ h e r e f o r e ,  i f  an e v a l u a t o r  b e l i e v e s  t h a t  311 r e q u e s t e d  cover -  
age canno t  be p r o v i d e d ,  the feasons s h o u l d  be d i s c u s s e d  with 
t h e  r e q u e s t o r ,  documented i n  t h e  e v a l u a t i o n  f i l e ,  and men- 
t ioned i n  the e v a l u a t i o n  r e p o r t .  

The p r o c e d u r e s  i s s u e d  by t h e  Defense  Supp ly  Agency and 

16 i 
e 
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I n  20 cases, t e c h n i c a l  evaluators did n o t  review some 
p o r t i o n s  of the contractor's c o s t  or pricing data although 
r eques t ed  t o  do S O .  Incomplete e v a l u a t i o n s  inc luded  (1) no t  
ana lyz ing  somz c o s t  c a t e g o r i e s ,  ( 2 1  not  reviewing accuracy  
and a p p l i c a b i l i t y  of h i s t o r i c a l  d a t a  inc luded  ,as p a r t  of 
cost or p r i c i n g  data, and ( j )  not  reviewing the b a s i s  for 
labor hour s t a n d a r d s ,  ad jus tments  to s t a n d a r d s ,  or some 
percen tage  f a c t o r s  used by c o n t r a c t o r s  i n  formulating 
estimates. 

For example, a c o n t r a c t o r  inc luded  51,280 l a b o r  hours, 
at a proposed c o s t  of $221,.316, for a s s m b l y  and r e l i a b i l i t y  . 
burn-in t e s t i n g  a s  p a r t  of a proposal. for imyroving r ada r .  
altimeter systems. The p r i c e  . a n a l y s t  requested e v a l u a t i o n  

form o the r  worklozd requi rements  W B S  c i t e d ' &  off ic ia - l s  of... ' .  :;.- ' 

formance. However; agreeinent t o  l i m i t  the e v a l u a t i o n  w a s  , . 
not  obtained from the pr.ice a n a l y s t #  and t h e  e v a l u a t i o n  re-'. . 
port did not mention t h a t  the hours were n o t  reviewed. 

of these hours ,  but no analys is  was made. The need to psr-  . . .  . 

the e v a l u a t i n g  a c t i v i t y  as t h e  p robab le '  reason foi: nonper-:' . _. . . 
, .  . 

I .  . . . I.- . _ .  
. .  

INSUFFICIENT ANALYSIS MADE 

I f  i n s u f f i c i e n t  s n a l y s i s  is made, the evaluator may .not 
be able t o  develop s u f f i c i e n t  d a t s  t o  make meaningful  .recom- 
mendations on the r easonab leness  of estimates, and tde con- 
t r a c t i n g  officer may only have limited in format ion .  for .nego-. . .  
t i a t i n g  a f a i r  and r easonab le  c o n t r a c t  price.: I n  I12cases ,  
evaluators nade i n s u f f i c i e n t .  arjalyses when t h e y  based tt?e:$r .. - .  .. .,. . 
reconmendations on reviews  of incomplete .. .. cost ., qr pricing data- - .  . 

and/or inadequate  sample r e s u l t s ,  - ... . . 

Evaluating inconplete 
cost or p r i c i n g  d a t a  

.. . 
1 .  

2 2; '' . .  
If an evaluator does not get t h e  ddta used by:the con- 

tractor .in developing estimates, he is handicapped in making 
a thorough and effsctive evaluat ion.  For s i x  .casesI evalua- 
tors' recommendations were.based on reviews of incomplete 
cost  or p r i c i n g  d a t a .  

- .  

Contractors o f t e n  submit detailed lists of items as 
sup9ort for proposed d i r e c t  mater ia ls .  Some of these lists 
are very long, and reviewing all the  items would be t i m 2 -  
consuming. Consequent ly ,  t h e  use of sampling is j u s t i f i e d .  

\ 



. .  
. Piany t y p e s  of sanplss cafi g e n e r s . 1 1 ~  Ds c l a s s i f i e d  as . -  

any saml;lr is t h a t  i t  os  r e p r e s e n t t t i v e  of th.e q t i - r e  group . -.:- ,: 
of i tems about which  infornation is desired. J u d g f i e n t . .  . . .- 

t i t n e r  judqment  or p r o b a S i l i t y -  sam?les. The usual  .goa l  of  . .. 

samples a r e  based on s u b j e c t i v s  methods of sem?le s e l e c t i o n ,  
u s i n g  2er sona l  judgment, and o - f t s n  do not p r o v i d e  assurance 
that t h e  sample is reprzszz ta ' ive  of the e n t i r e  group.. Prob- 
a n i l i t y  ssmples  ere  b a s d  on a body of accep tqd  theory which - '  

makes it p o s s i b l e  t o  mzasure the  r e l i a b i l i t y  of sample . 
results , 

For s i x  cases, e v a l z a t o r s  used judgment samples when 
e v a l u a t i n g  d i r e c t  n a t e r i z i s .  I n  our view,  the methods of 
s e l e c t i n g  'the sample d i d  n o t  provide a s su rance  that sample 
results r e p r e s e n t e d  t ~ t a l  i tems bz ing  e v a l u a t e d .  For exzsn'gle; 
an evaluator was asice5 t o .  rev iew direct m a t e r i a l s  supported ' 

by a d e t a i l e d .  bill cf z a t 9 r i a l s  having  a proposed cost of 
a ~ o u t  3 5 . 2  n i l l > o n .  ~ i - ~ e  b i l l  of materials w a s  voluminous. 
The e v a l u a t o r  had no dccumentation showing how he .rev-i-ewed 
materials, HP told us his method was to scan t h e  list until 
he found an item ha KEG f a m i l i a r  w i t h ,  then .to chsck the 
l i s t e d  quantity. of that item for accurzcy. T h i s  method of 
sampling provided l i t t l e  assurance  that  t h e  . b i l l  of  m a t e r i a l s  
was r e a s o n a 3 l t .  

? 
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T e c h n i c a l  evaluations are naae to h e l p  t h e '  c o n t r a c t i n g  
.qff icer e s t a b l i s h  a pr ice  o3jectlve to be used in n e g o t i a t i n g  
the contract p r i c e .  #any evaluation reports shou la  c o n t a i n  
lirore information. 

. . ,.- - Our August 1974 report to the Congress 1/ s t a t e 6  .tkat.i:?::~'-: 
zany t e c h n i c a l  s v a l u a t i o n  rsports d i d .  not .  adequately d e s c r i b e  
the scope and depth of worK performeu, an. spec3:fic data . _  

5 

- 1 
? 

analyzed nor c i t e  s u f f i c i e n t  da ta  and ra t ionz l ' e - '  to :support . .  
e x c e p t i o n s  taken t o  the proposal.  

, I n  our c u r r e n t  review, we a l s o  found t h a t  n a n y . r e p o r t s  
d i d  n o t  contain adequate .  information .to support recommsnda- 
tions for a c c e p t a n c e  and nonacceptance  of proposed amounts. 
Consequent ly ,  c o n t r a c t i n g  'officers dici n o t  have..'assur,ance 
that evaluators I reconmendat ions of acceptance-':br nonaccept -  
ance of proposed c o s t s  were well-founded. '  . 

e n g i n e e r i n g  laDor h o u r s ,  a t  an estimated cost  of $ 1 4 6 , 9 9 8 . t o ' .  
perforn SO tasks t o  pravide items of ground support equipment, 
Tne p r o p o s a l  was t o  d e f i n i t i z e  t h e  p r i c e  fur a prev ious ly  
issued u n p r i c e d  order, and grocfuct ion was .underway a t  t h e  time 

~ _ .  , >  

. .  - *  
. . .  . _  

For example a contractor proposed '&e . use of 20,S2S'c . .  
" 

. .  
. $  

. .  
. .  . -  

t h e  p r s p o s a l  was e v a l u a t e d .  . .  

or the specif ir: data. analyzea were not abequately"dsscribed:" 

_ - .  . ' . .  . .  Aepor t ing  was inadequate for a large  por t ion  of the . . 

accepted hours because t h e  scope  and depfb of, work performed 

It was also 
aecause t n c  recommendation for nonacceptance was:not.properlp . -  
supported.  

.- . 

. -, - i n a d e q u a t e - f o r  rUost of the hours'noG.accep$ed 
. -  . . .- I .. _ _  - _  -1: 

After  price negot ia t ions ,  b u t  before it approved the 
nagotiated p r i c e ,  a DCAS board of review analyzed the contract . .  . .  
negotiator's p r i c e  neso t i a t ion  memorandum and a l l  a d v i s o r y  
reports, i n c l u d i n g  t h e  t e c h n i c a l  evs.1uatiox-i ' report . ,  The board'. . - .  
recommended t h a t  t h e  a a m i n i s t r a t i v e  c o n t r a c t i n g  officer- m a k e . .  . .....L.~. . . :  - 

no award u n z i l  nc o b t a i n e d  a favorable r e e v a l u a t i o n  by t h e  .. - ;  
Board- T h e  boara stated that the n a g o t i a t i o f i  memofan6un cor.-- 
tainea no i n f o r i i i a t i o n  j u s t i f y i n g  t h e  r e a s o n a b l e n e s s  of t h e  
negotiated ?rice and that one feason it questioned the  n e g o t i a -  
t i o n s  was because  of,inadeqgacies i n  t h e  t e c h n i c a l  evaluation 
-repart- It-;was f u r t n e r  StatE!d.--that .the r epor t  p r e s e n t e d  no 
f irin conclusions on most. labor--+:categor ies because t h e  bas i s  

l/fmprovements -still fiee5eB in Begotiating Prices of Noncornpeti- 

-. 

. .  
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--o_ 

. .  
- 

t f v e  Contracts Over $ 1 0 0 , 0 0 G  (3 -168450) .  
; - 

. - -  
. .  19 3- 

-T%. -. -.-. . ------,-- ---. . -  . , ..Me. ., _. 
. -- . . .. _ _  . . ---: - -.. I . ~ 

__I 

. -.. " .. .. 
---- .-- 

. .- . 

C - P  



for  judgxienta l  c o a c l u s i o n s  2nd assumpt ions  was n o t  a d e q u a t e l y  

the  e v a l u a t i o n  was accoinpl ishea was n o t  e x 2 l a i n e d .  The 
evaluators who prepareu t n e  r e p o r t  t o l d  us that, i n  t h e i r  
o p i n i o n ,  t h e  d e f i c i e n c i e s  i n  r e p o r t i n g  occurred Decause of 
lack of t r a i n i n g  and, e x p e r i e n c e .  

' e x p l a i n e a ,  r a t i o n a l e  used w a s  u n c l e a r  or i n c o m p l e t e ,  and how 

. 

. .  
. i  

- -  ? 
i 

Our August 1974 r e p o r t  (see p. 8 )  recommended t h a t  t h e .  . 
Secretary of Defense require that a c t i v i t i e s  makifig . f i echn ' i cd  
e v a l u a t i o n s  of p r i c z  proposals inc1uci.e i n  t h e i r  r e p o r t s  t h e  
scope of t h e  e v a l u a t i o n s ;  data a n a l y z e d ,  and d a t a . a n i i  r a t i o n -  
ale supporting conz1,usions and recommendat ions,  
comments, DOD o f f i c i a l s  s t a t e d  t h a t  our r ecomaenda t ion  would 
be referred t o  t h e  n i f i t a r y  s e r v i c e s  and to .  t h e  Defense Supply 
Agency as an example of a matter of conce rn  i n  t h e i r  e f f o r t  
t o  improve t h e  procurement  p r o c e s s  w i t h i n  t h e i r  o r g a n i z a t i o n s .  

Although t h e  evaluations we examined d u r i n g  t h i s  r e v i e w  
preceded t h i s  &oinised a c t i o n ,  we b e l i e v e  our c u r r e n t  
i d e n t i f i c a t i o n  of d e f i c i e n c i e s  i n  t h e  r e p o r t i n g  p r o c e s s  con- 
f irms t h e  need for a c t i o n  by t h e  S e c r e t a r y  (see p. 14). 

In their. 

I 

9 

? 
c 

4 

. I  

. .  
i 

. .  
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lief i c i e n c i s s  i n  e v a l u a t i n g  ar,d r z g o r t i n g  o c c d r r e d  because  
. 11) LOD had no uniform s t a n d a r d s  ror  these f u n c t i o n s ,  ( 2 )  

F l a m i n g  was o i t e n  i n e f f e c t i v e ,  ( 3 )  s u p e r v i s o r y  r t v i w s  were 
o f t e n  i n a a e q u a t e ,  and ( 4 ) -  zany e v a l u a t i o n s  werd made by 
e v a l u a t o r s  who ha5 n o t  been f o r m a l l y  t r a i n e d  f o r  such work. 

$2 ONIPCRh STAhDARDS 

S t a n d a r d s  are g e n e r a l  measures  of t h e  q u a l i t y  and adequacy 
of work. Techn ics1  e v a l u a t i o n s  ar? naa? by eany  a c t i v i t i e s ,  
&ut  DSii has n o t  developed u n i f o r m  performance and r e p o r t i n g  
s tandards .  Sone i n d i v i d u a l  a c t i v i t i e s  haa somt p u b l i s h e d  
s t a n a a r d s ,  b u t  these  v a r i e d  between i n d i v i d u a l  a c t i v i t i e s  or 
a g e n c i e s .  T h i s  absence  of uqiform s t a n d a r d s  contr ibutes  t o  
v a r i a t i o n s  i n  t h e  q u a l i t y  of e v z l u a t i o n s .  - 

The Armed SerFices Procurement Regulation Manual f o r  Con- 
tract Pr ic i i t g  i s  a v a i l a b l e  for  use by a l l  DOD a c t i v i t i e s ,  b u t  
it dogs n o t  c o n t a i n  c o s t  a n a l y s i s  s t a n d a r d s .  F i v e  of tne 
a c t i v i t i e s  i n  our review, e i t h e r  pu rchas ing  or project o f f i c e s ,  .. . made e v a l u s t i o n s  wi thou t  t h e  b e n e f i t  of p u b l i s h e d  s t a n d a r d s ,  

-The r ema in ing  25 a c t i v i t i e s  ha6 puRl i snea  s tandards  i s s u e d  by 
' local  a c t i v i t i e s ,  agency r e g i o n a l  o f f i c e s ,  and/or h e a d q u a r t e r s  

comnands. 

ItiEFPECTIVE PLAbiNIisG 

T r a i n i n g  g u i d e s  used by t h e  Navy and the  Defense Supp ly  
Agcncy for i n s t r u c t i n g  techzical e v a l u a t o r s  i n  c o s t  a n a l y z i n g  
s t a t e  t h a t  e v a l u a t o r s  should  d e v e l o p  a p l a n  of a c t i o n  a f t e r  

c o n t r a c t o r  s i t e ,  Also, d u r i n g  t h e  p r e v i s i t ' p h a s e  of a review; 
e v a l u a t o r s  s h o u l d  c o o r d i n a t e  w i t h  otner inembers of t h e  p r i c i n g  
team t o  obtain i n f o r a s t i o n  and a d v i c e  that could D e  of value 

* r ev iewing  t h e  c o n t r a c t o r ' s  proposal and before v i s i t i n g  t h e  

. in planning work. 

The t r a i c i n g  g u i d e s  do not s t i p u l a t e - t h a t  a c t i o n  plans 
L)e wr i t t en . .  W e  b e l i e v e ,  however, t h a t  l i s t i n g  a c t i o n  steps 

dark and create a permanent recorci of t h e  e v a l u a t i o n  cove rage  
for supervisory persannol  to use in insuring t h a t  an adequate 
e v a l u a t i o n  was zade. O u r  review showed t h a t  few e v a l u a t o r s  
srvclopetr s y s t e n a t i c  w r i t t e n  work p l a n s  and that niany d i a  n o t  
c o o r d i n a t e  w i t h  otner members of t h e  p r i c i n g  team, 

. is Besirajle because  i t  sill f a c i l i t a t e  control over  t h e  

1 ; \., 
\ 
\ -  

\ - -  
21 



- .  _ .  
. .  

. -. 

. .  
' - .  Developing systematic 

. .. . , .  . 
, .  analysis p l a n s  

. .  

A s y s t e m a t i c  approach t o  planning  €or  an evaluat ion s h o u l d  
involve a p r e l i m i n a r y  review of the proposal to be e v a l u a t e d  
and development of an a c t i o n  plan before i n i t i a t i n g  detailed 
work. However, i n  on ly  two cases was a systematic  w r i t t e n  

. analysis p l a n  prepared .  E v a l u a t o r s  told us t h a t  work. steps 
were genera l ly  formulated mentally on a con t inu ing  b a s i s  
during the cour se  of e v a l u a t i o n ,  

_ -  Coordination w i t h  other  
members of t h e  p r i c i n g  team 

be a team effort. The  team i n c l u d e s  c o n t r a c t i n g  officers, 
price a n a l y s t s ,  cost a u d i t o r s ,  and technical evaluators. 
Each member is ,a s p e c i a l i s t  i n  h i s  area of r e s p o n s i b i l i c ?  I 
and t e c h n i c a l  e v a l u a t o r s  should  coordinate. w i t h  o ther  rnezsars 
t o  develop information t h a t  would be useful in p lann ing  work. 

DOD r e g u l a t i o n s  s t a t e  that msking a c o s t  a n a l y s i s  shori ld  

-,-Other team members may be able t o  p rov ide  (1) previous 
I . technical  e v a l u a t i o n  and p r i c e  a n a l y s t  reports and praposals 

for like or similar items t o  those inc luded  i n  t h e  p roposa l  ' 

being e v a l u a t e d ,  ( 2 )  i n fo rma t ion  on. t h e  r e l i a b i l i t y  or neak- 
nesses in a. c o n t r a c t o r ' s  e s t i m a t i n g  system, and (3:) h i s t o r i c a l  . 
data ob ta ined  from a c o n t r a c t o r ' s  r eco rds .  T h i s .  i n f o r m a t i o n  _ ,  

can'be. v a l u a b l e  t o  an e v a l u a t o r  i n  p lanning  work because'p i t  ...':-. 
may provide in format ion  on hoy .a..prfor[,evaluation'-:w.as '.made, - ' 

est imates ,  and prev ious  cos t  or producti?n..._da'i;8-.;€or : l . i k e  . . 
i t e m s .  I n  many i n s t a n c e s ,  e v a l u a t o r s  did n o t '  ca'cird-.iria',te w i t h .  
other members of the p r i c i n g  team t o  obtzin..this kind. ,  of. in-,. .. formation. . .  - 

. . -areas in  which a c o n t r a c t o r  may. have d e v ~ l o p e d ' - . u n s ~ ~ p p o r . t ~ b ~ e  

- 
. ,  

... . . . . ._. .. 
_ -  . . .  . .  

. . . - .  . . % > .  -. . ... . 1 . )  

. .. - .  . INADEQVATE SUPE~VISORY REVIEWS 
- ,  . . . .  

The Defense Supply Agency - recognized  t h e -  need- €oi:super- . . . s i s o r y  review .to i n s u r e  an a c c e p t a b l e  'level of Performance.  
Its pub l i shed  procedures  require that s u p e r v i s o r s  review t h e  

* . evaluation report to insure. t h a t '  -it cdntd.&ris s u f f i c i e n t - . .  i n -  - 
format ion  t o  support recommendations an$.that ' h e .  tech@&aP.; . 

.analyst  has inade ZR examinat ion of sufficient depth;. . super-- ; .  - 
v i sors  are also required t o  rev iew supporting data de.\ieloped- :-. 
by evaluators t o  .insure t h a t  there  is a complete docuiienta- - _  ', 

t i o n  t r a i l .  
limited or  no documentation for work done.apd to support.--. -..:':. 
report recornmendations :'-. Activities-, -ot)Ier--%hkn ,DSA o f f  ices , 

.% in our review had -no procedures d e t a i l i n q  supervisor responsi--.- 

. .. 

We found that e v a l u a t o r s  genera l ly  developed 
.--.:.5- (>\ 

_ .  
4 b i l i t y -  for reviewing t e c h n i c a l  evaluation work, 

. .  
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. We found t h a t ,  r e g a r d l e s s  of whether an a c t i v i t y  d i d  
or d id  n o t  have p r o c e d u r e s  c o v e r i n g  s u p e r v i s o r y  r e v i e w s ,  most  
such r e v i e w s  were cursory and die n o t  a lways  insure t h a t  
acceptable l e v e l s  of work-were done. 

- 

I n  s i x  c a s e s ,  supervisors d i u  n o t  e x e r c i s - e  any r ev iew 
function. Also, i n  31 cases, s u p e r v i s o r s  d i d  not r ev iew 
evaluators' s u p p o r t i n g  documen ta t ions  t o  i n s u r e  t h a t  r e p o r t  
recommendat ions were supported. 

KANY EVALUATORS NOT TRAINED 

T e c h n i c a l  e v a l u a t i o n s  s h o u l d  be made by a d e q u a t e l y  trained, 
proficient e v a l u a t o r s .  
v e l o p e d  c o u r s e s  s p e c i f i c a l l y  designed t o  provide  needed t r a i n -  
ing. I n  April 1973 t h e  Defense  Supply Agency deve loped  such  
a training c o u r s e  and distributed it t o  i t s  11 regions, but . 

*as of J u n e  1974, oqly  4 r e g i o n s  had g i v e n  t h e  c o u r s e .  
r e g i o n  conduc ted  a 40-hour. t r a i n i n g  s e s s i o n  and t h e  other 
three conduc ted  f o r m a l  2-day b r i e f i n g s  €or new employees ,  

- tion t o  Direct. Cost A n a l y s i s , "  t h a t  was i n i t i a l l y  conduc ted  
i n  1973. 
to 75 t e c h n i c a l  p e r s o n n e l r  and it was e x p e c t e d  t h a t  it would 
be g i v e n  t o  1 4 4  a d d i t i o n a l  p e r s o n n e l  by t h e  e n d  of c a l e n d a r  
year 1974. 
courses f o r  t r a i n i n g  t e c h n i c a l  personnel i n  p r ice  e v a l u a t i n g  

Only r e c e n t l y ,  however, h a s  DOD de- 

- 
One 

The Navy also developed  a c o u r s e ,  e n t i t l e d  "An Introduc- 

As,o f  Februa ry  1974, the c o u r s e  had been  g i v e n  

The other m i l i t a r y  s e r v i c e s  have no formal 

. .  . 

t 

. 
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C. UPDATED PRICE PRO?OSALS NOT OBTAINE3 
:. OR EVALU4TED WHERE blA%RANTED 

. .  . . 1. Deternine i f  significant changes were mde i n  the scope of work 
. .  

prior  t o  t he  nego t ia t i on  o f  t h e  contract, 1 - --.. . .  

A s c e r t a i n  whether the changes res.ulted i n  a r e v i s e d  price proposal  

and whether the  c o g n i z a n t  *-. --procurzment agency recogn ized  the 

need f o r  an eva lua t ion  o f  t h e  u p d a t e d  p r o p o s a l .  

2. Determine whether there were significant delays i n  the negotiation 

o f  the contract p r i c e  i n  reJation t o  the dates the proposal was 

submitted o r  eva lua ted .  An u p d a t e d  cost proposal may have been 

appropTi ate.* 

24 
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t. 

3. 

Where the contract e f f o r t  is complete o r  substantially complete, 

compare the cost of p,erfommce w i t h  t h e  negotiated cost. 

any underruns i n  exccss'of 5 percent o r  $FB4;.Be3 as significant. 

Identify the cost elements i n  which t h e  underrun exists. Where 

Consider 
56.00 

4 

significant changes have been negotiated t o  the contract, a t t e n p t  

t o  relate the cost of performance t o  the e f f o r t  negotiated for 

the specific procurement undzr review. Otherwise include a17 _ '  

. .  . .  
priced chmses t~ the original contract i n  determining t o t a l  nc- 

gotiated costs. 

mates will have t o  be made on the basis o f  proposed costs and 

p r o f i i  and the price negot ia ted.  

If costs were not negotiated-by elemnt, esti-  

I f  the contract effort is not substantially complete, o b t a i n  an 

estimate t o  complete. Where this data i s  not available, estjrate 

the cost  of pe rfomance from the contractur's acco u n t i  n g system 

using (1) the number c f  i t e m  completed ar-delivered, (2) cost of  

safes or cost  i n p u t ,  and (3) work i n  pmce.ss inventory .considsrations, 

Where the contractor does not  record costs by contract, but  rather 

-uses a parts-cost o r  prodcct-line cost system not  compatible w i t h  
. 

the end item being produced under the contract, make a selective 

t e s t  a t  whatever costing -level is  comparable w i t h  the contractor's 

cost  proposal. For e x a q l t ,  cor ia re  t h e  material prices f o r  

selected high vzlue items with-.actual purchase history. 

the averagt labor  h o u r s  experienced i n  the production o f  major 

assehfies w i t h  t he  amounts proposed. 

Compare 

25 
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I n  o rde r  t o  f i n d  significant differences ( i n  excess  of  5 percent ) ,  

plant-wide o r  departmental l a b o r  and i n d i  r x t  expense r a t e s  expe- 

rienced during the per iod  should be compared with the r a t e s  pro- 

posed by the  con t r ac to r .  A l s o  conyare the amunts upon which tbe 

pmposed rates were based ( ca l cu la t ed )  w i  th the amounts experi  enczd 

during the re spec t tve  - p e d  od(s )  1 
. . .  

Cor re l a t e  the cost o f  p e r f o m n c e  results w i t h  other p o t e n t i a l  

weaknesses i d e n t i f i e d  during t h e  survey. . For exzmple, s i g n i f i c a n t  

underruns i n  l a b o r  hours  may be as soc ia t ed  w i t h  an' inadequate  

preaward a u d i t  o r  t echn ica l  eva l  ua t ions  o f  proposed 1 aSor hours - 
Also, the es t ima t ing  bases f o r  l a b o r  hour s  'may no t  have been 

- 
adequately i d e n t i f i e d  i n  the cost pmposal. 

I f  the  t im permi ts ,  perform a d e t a i l e d  comparison o f  the proposed 

and actual q u a n t i t i e s  ( u n i t s ,  hours etc.) and cost o f  s i g n i f i c a n t  

corrponent items (such as i n d i  vi dual d i  r e c t  mteri a1 purchases ,  

c e r t a i n  direct l a b o r  categories o r  func t ions ,  e t c . )  o f  the direct 

.--- 

1 

cost elements. 

cing which may not otherwiss  be apparent .and/or t o  decrease  o r .  

This  czn be d m e  to f j n d  possible d e f 5 c t i v e  p r i -  

i n c r e a s e  t h e  p r o b a b i l i t y  o f  defective p r i c i n g  when s i  gni ficant 

underruns e x i s t  i n  the c o s t  element t o t a l s .  

s h o u l d  be noted t h a t  the e x i s t e n c e  o f  a s i g n i f i c a n t  cost overrun(s) 

does not prec lude  t h e  p o s s i b i l i t y  of s i g n i f i c a n t  d e f e c t i v e  p r i c i n g .  Defec- 

t i v e  p r i c i n g  p e r t a i n s  t o  the c o n t r a c t o r ' s  nondisclosure o f  a l l  c u r e n t ,  

a c c u r a t e  and complete cost o r  p r i c i n g  data as o f  the da te  that  the nego- . 

t i a t e d  p r i c e  w a s  agreed to .  '. 
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DEITE'IC4ZIOI? OF 1bLU03 SuSCO3CTRACTS 3'33 SE?LV-!l!E SbRTZY k 

. . .  I . .  . .  .- 
Begional offices should identify nzjor szbcokkcts . '  ~$L,OOO,OOO or 

=re, or bgth =re than $1OO~OOD end c more th2n 10 percent of the prime 

contractor 's propsed con-kzct grice) where su3zontractor cost or  gricin@; 
- L 

&ta was required. 

chashg office price negotiztion menorzndun (ZWd]. Refer t o  = 1-3.807-lo 
Such su5contrzcts are somtiaes mentioned in the pur- 

an&1-3.902 for '?~ays t o  facilitzte tke identification of major s&contrzctors. 

The imount f o r  the subcontract included in the ?rim contrzctor's subnission 

.- 

is the azount that should be used in deteminkg whether the subcontract 

Eleets the above dollar  criteriz, Refer t o  X 3  l-3.807-1(b) and 1-3.807-3(b)(l) 

for additioml c r i t e r i z  for the fdentiTicatlon of major sgbcontrzctors for 

segarzte gricing s m e y  and for the requirezents for sabcon-lrzctor cost or  

c 

pricing ciatz. Ascertain tkat the  appogrizte  price z5jjustzent clzuses 

E53 1-3.814-1 were included h both the p r h e  and stibcontrzct. Ascertain 

if a "Certifiiczte of Curreat Cost or Fricing Dzta" IZS executed by the sub- 

contmctor (s ). 

Beczuse the  abcontrzctor to te s i m - e p d  zay not be within t L e  

geograzLiczl cognhmce of the .region21 office, which is s u r v e ~ u  .t>e p r h e  

coatract, the fo l loxbg  pertineat docur;lell';ation about the particular subcon- 

:- - 
. - 

.- tract,s%ould be sent to PSAD/GF for  pogrzming  and t rasmiss ion  to the 
--- 

cognizant regiooal office: 

1. 

2. 

1 
3- 

or =icing Dzta, if.any. 

Entire subcontractor's contract gricing prozosal GSA o p t i o x l  

Form 59 or 60 or DD Form 633) &it surr_northg sc%edules, etc.) 

contractor cost or price analyses reports. 

0 
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- - . ~ . . .. . .~ . . - . - -1-1 - ~ .. , . . . __I-. .- . . . __ - .. 
. .  . .  

prbe contrzct a d  the p r h e  contractor's PIC4 02 the subcontrzct 

if a ~ ~ l i c k b l e .  

Coq le t e  su3contrzct or  purchase order. 

. .  .. ,. 

5. 

iEPCE3LT:G 
/ ; v g * Y f P  v 

. Llrr- survey report should be subitted to the Deputy Director, 

B.&D/GP at t5e coqletion of the zssi,-nr;?een%. Each contract award sh0U.d be 
-_ . -- ~ 

written up segzztely with conclusions a d  recoizmndztions commzing the 

bases for per?ormizg 5 detailed era-dnztion of the price proposal. The 

survey swmzzg sh l l  inclx.de t3e  i n f o m t i o a  requested for the major 

.- 

subcontrzcts. A Form IF should be preoared f a r  ezcb prime contractor 

locltion where = audit is nzrrdted end the regio- office h s  sufYicient 
DE c 

zesources to cozplete the exmbi t ian  by duly 1977. 

Sfiould 'accozgzqy the m e y  regort  . 
= Tae Fora 100 

If more prbe contract re-Jiew czrdiiktes are identified in the survey 

"%ban czll 'be coGleted with~n K?e prescribed period, Fonn 100's should only 

be prepzed Tor those contrzcts.iyith tke mst significznt indicztors of .-  . 

potential. overpricing. Tne other contracts should be revierred at a later 
. .  - - dai$ ~3 the asmetion of tbe regionzl o3ice. If this occurs, contact - .  . - - ... 

4 
.Z%D/G? prioz to zaking your I';Jlal decision. 

m!.mmmm 
Bi-weekly-orogress re2orts should be submitted to the Deputy Director, 

.. m / G P ,  Qaestions c o n c e z a  this survey shouldbe referred to either 

P&l L. Jones on 202-382-1545 or R i c M d  P. Roscoe on 2O2-382-l5T, 

. -. 
All regions should contzct PSAD/G? at the start cf work zt each 

-. l- location. . 

-..--- 1 



Contractor 
Location : 
c i ty  ec state 

€Iuntsville 
Alabama 

Mc, Inuderdala, 
Florida 

cape Canaveral, 
Florida 

Contract 
Iwmber 

. . '  1 

Dollar Tyya o f .  
value Procurement 

Purchasing (Reporting) Name of ' 

Office . Contractor - 
I 

Name of 1 8  

Tyya of Purchasing (Reporting) Dollar Value Procurement Office . contractor 1 - 
5 1-NAs -7-846 $3,000,000 Space Vehiclero Goddard Space FliEht Center Thiolcol 

CtrocnbeLt, bbryhnd Corporation 

327,332 Eleckkxd. 
Companente 

Flight; Research Center system Engineering i : i  

Edvtwds, California Laboratories i 
I !  

$3,646 * 332 

at ernat ional John l?, Kennedy Space , 

cago t?,tuwveral, Florida * Machines 

I 

Dusineas f Plight Center I ,  g ' I  
* I  



Contractor 
Location : 
c i t y  & state 

Fort Wayne, 
Indiana ' 

st. muz, 
Minnesota 

Nortlibrook, 
I l l inois  

Dormers Grove 
Illinois 

Contract 
Number 

I 

Dollar 
Value 

$2,129,700 

* 2,400,000 

3,870,000 

505,000 

200,000 
1 

Type of 
Procurement 

Space vehicles 

NavitgkionaL 
Equipment 

Miscellaneous 
Supply 

Scanner System 

Elaintenanca and 
Rapair Services 

b I 

I 

Fk&liasing (Reporting) 
Office 
7 

Coddard Space Flight 

Greenbelt, Maryland 

??AA - Contracts Division 
Waohirgton, D ,C, 

Center 

I?me of 
Contractor 

1 
International i o  

1 .  Telephone and 
felegraph-Aera- 
space Optical 

Corporation 
i 
5 Sperr y-Rand 

! I  
2 

FAA - Contracts Division Honeywell 
Washington, D ,C e Incorporated $, 1 ; . 1. j 

National Institute of 

Procurement Branch MM, 

).lashington, D .C e 

Ilcalth 

DAS/I\IIH. 

National ZntIt i ' tUk of 

Procurement Branch W, 

Wanhimton, D ,C e 

Nealth 

DAS/NIII 

! 
' t  



Contractor 
Locat ion : 

. City 85 stata 

Dallas , 
Texan 

Pr ogr e so, 
Texas 

New Orleans , 
Louisiana 

Dollar Type of Purchasing (Reporting) Name of 
Office . Contractor - Value Procurement. - 

$8,057,869 Radio, Navigational FAA-Contracts Division Texas 
Equipment Washington, D .C I 

In 6 t r went 8 

1,73O,i169 Radio, T.V. U.S. Coast Gwrd Collins Radio 

Equipment Washhgton, D .C I I! 
250,000 .Pollution Control Eighth Coast 

Customhouse 
New 01?1€~4n6 , 

, I  

, I  . . $10,046,338 . * 

. j '  
Guard District BrominpFerria 1, 

mdus tr $88 



AlTACHMENT 
, 

. - .  

Contractor 
Locat Ion : 
c i t y  84 State 

Deliver, 
Colorada 

Gallup , 
New Mexico 

Denver, 
'' Colorcdo 

Contract 
Number 

62-rm -8-31665 

263-76-0373 

245-76-0068 

Dollax 
Value_ 

$1,300,000 

327,513 

300,755 

17Q,OOO 

Type of Purchasing (Reporting) Name of 
Office Contractor Procurement - 

Space vehicles . . Marshall Space Plight .&ntin Marietta 
.d Center Corporation 

I IIuntsville , Alabama 

Indian 'Health Service Navajo Housing I 
Window Rock, Arizonia 

Remodel obotet- 
rical suite and Development 

Scruin and sa l ine  National I n s t i t u t e  af Colorado Serum 
f& * i  solution Health . Company 

Procurcment Division, MMp 1 :  

,, j FJasl~lngton, D .C . ' ,  DAS/NIH 
i 

? .. , 

I ,  Clinical. and . Indian Health Sarvico ,, Presbyterian 
Health Service Windaf Rock, Arizonia " c' ' Medical Services ~ 

I .  i '. i 
,/ 1 

, ,  .. , 

.I 

, ., .I . . .. 
, .  

, .  

$2,098,268 



I 

i 

i 

: 
i 
I 

I 

i 

i 1 
I 

i 
i 
I 
! 

' I  

DETROIT REGIONAL 0E"ICE 

Contractor 
Location : Contract Dollar 
C i t y  & State . Nuniber Value 

Detroit, (XY-75) €1-3037 $1,579,610 
Michigan 

All, ion, FA-75 -AC-550& 699,793 
h l i  ch igan 

Nidland 9200-75-00415 371,790 
Michigan 

Type of 
Procureinent 

Profile paclcage 

Radio, T.V. 
Equipment 

. \' VT PL 
Module 

Purchasing (Reporting) Name of 
Office_ Contractor 

Housing, Wban Developniant R. L, Polk 
. Washington, D .C , and Company 

FAA Aeronautical Center Corning Glass 
Oklahoma City, Oklahoma Works 

Center for Disease Control 
Atlanta, Georgia Coinpony 

Dow Chemical 

$2,651,193 

! 

m 
cr) 

I* , 
, '  

. \  



Contractor 
Location : 
ci ty  eo state 

W ilinington, 
De lairare 

' Purchasing (Reporting) 
Office 

Type of 

Adr iamyc i n  . I!htional Institute of 

CII Procurement . ,  

Health 

DW/NItI 
Procurement Brmch, l@l 

Washington, D,O, 

Name of 
Contractor 

Adria Labora- 
tories Incor- 
porated 

Contract ' Dollar 
Number Valua 

NM-75-C*120CC $2 975 I WO 

Fiscal agent Housing, Urban Development 
Federal Insurance Adminis- 

Washington, D .C, 
trat ion 

Xnsurance Company 
of North America 

Philadelphia, 
Pennsylvania 

Electronia FAA-Aeronautical Center 
Equipm0n.l; Olslahoma City, Oklahoma 

Xnte ma t ional 
j ! Telephone and 

Telegraph 

America LTD. 
f M S  

Ess ton, 
Pennsylvania 

, Subs or ipt ion8 Health, Education and 

IIeal.l;h.Services Admidah- 

Rockville I Msryland 

Welfare 

tration 

Ainbler , 
PennsyXvanirr 

. 

.# 

. , .  
' I, . ,  

i. 

$4,633,335 
* 



Sl"TLl3 REGIONAL OlTICE 

Contractor 
Location.: Contract Dollar 
City & State Number . Value 

Purchaaiw (Reporting) 
Office 

Name of 
Contractor 

Type of 
Procurement 

a, Marshall Space Flight 
lIunLsville, Alabama 

Thirteohth Coast Guard 
Soattla,  Washington 

ELIIEC 
Corpornt ion 

Port of Astoria Warrenton CG-13-57'75 117,600 
Oregon 

Miscellaneous 
Construction 

Seattle 248-'f6=0lO3 546,668 Seattle Indian 
Health Board 

General Health 
Care 

Xndian Health Service 
Portland, Oreaon 

, 

, 




